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July 26, 1996

Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M St., N.W.
Washington, D.C. 20036

Re: CC Docket No. 96-98; Implementation of the Local
Competition Provisions in the Telecommunications Act of 1996

Dear Mr. Caton:

Attached is a copy of a letter sent today to the Commissioners in the above matter, and to
members of the Commission's staff as indicated.

Yours truly,
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Ass< 'clation for Local Telecommunications Servin,

Hon. Reed E. Hundt, Chainnan
Federal Communications Commission
1919 M St., N.W.
Washington, D.C. 20554

Hon. Susan Ness
Federal Communications Commission
1919 M St., N.W.
Washington, D.C. 20554

Hon. James H. Quello
Federal Communications Commission
1919 M St., N.W.
Washington, D.C. 20554

Hon. Rachelle B. Chong
Federal Communications Commission
1919 M St., N.W.
Washington, D.C. 20554

Re: CC Docket No. 96-98; Implementation of the Local
Competition Provisions in the Telecommunications Act of 1996

Dear Commissioners:

We are enclosing a copy of Wednesday's Washington Research Group report entitled
"Upcoming FCC Rules Big Trouble for CAPs." We obviously disagree with certain
aspects ofthe analysis -- for example, our business will continue to grow in accordance
with our business plans even if the Commission were to act as WRG predicts, and we
vehemently disagree that IXC local competition via rebranding is the only way local
competition can be put in place quickly. However, we do agree strongly that a "strong
tacit bias toward resale" would have the effect of"devaluing altemative local facilities
investment." This would pointlessly slow the introduction of true local competition and
the benefits it would provide for consumers, such as lower prices, more advanced services
and higher quality.

The facilities-based industry supports the prompt implementation of local competition
through the issuance of strong national guidelines. But nothing in the current record
would support the Commission's issuance ofa specific resale discount percentage.
Furthennore, undue reliance on resale to accelerate local competition completely
disregards the Act's emphasis on effective widespread facility-based competition. An
unfounded nationwide resale discount percentage would frustrate the Act's goals by
harming the very companies currently trying to advance facilities-based local
competition.
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We respectfully request that the Commission help implement the multiple network
competitive environment envisioned by the Act, an environment which is critical to the
"information highway" goals of the Administration, by maintaining a measured approach
to all forms of competition and avoiding any '~ilt" as described in the attached analysis.

(;lilL/~
Heather Burnett Gold
President

cc: L. Atlas
W. Caton
1. Farrell
R. Keeney
R. Metzger
R. Pepper
J. Schlichting
R. Welch
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FCC "KlIe~," tile C4Ps' BM.u.as Model:
B~ the rules oftbe local . . . so
~ mid-pme, the FCC ~ya::ng
offthe CAPs business story at tbe knees.

A strong national resale emphasis:

• devalues alternative local facilities investmeDt by
making it unnecessary for an aspiring local en­
trant;

• encouraces AT&T ad MCI to go. fll'lHInd the
CAPs and deal directly with the ubi 'bIS telcos
rather than going tlmnlgh the tiny CarPs and pay­
ing their additiorial toll; and

• turns the CAPs, mother worels, into QIIIMCt'S­
ury "midcIIeIIIen" whose profit on top of the
teleos' cost Iftd profit further .......... tile al­
ready tipt reseIIers' • (wWdlWRG esti­
mates will be onaver~5 percent at best);

Access cbarce bypass ad refo...: (and u~y
Universal Service subsidy reform making subsidies
more explicit and theoretically competitively neutral):

• undermines much of the oriainal bllsi... ease
of the CAPs, which is predicated 011 the current
subsidy arbitrage spread, thus forcing them to find
new profitable revenue streams;

• Makes "cream skimming" much harder because
the cream will be going away eventually aDd many
much bigger competitors will be vying to skim
what's left; and

• ends the CAPs' Universal Service subs~ "free
ride" because the CAPs, like all carriers, will have
to pay their fair share of the subsidy according to
Section 254 of the new law.•••

Upeommg FCC Rules Big Trouble For CAPs

loop is indeed a natural moaopoIy for now; 2) neither
the CAPs nor the cable iDduItry bas the fi.ecia1 or
~ wbcrewitbaJ for aatioDal rutdenttal and
business compctitioo; and 3) while it', DOt a sood
tioo to have to count on a 10Da distaDce~
strategy worlcin$. it's the best option available within
the legal constramts ofthe Telecom Act.

••-:l;: WRG is chlft:1 our ItnIteIic outlook
,.. die olDpetitive Acc:ell roWWl (CAPs) froID
p...i:ft to aeptive because of the IoaI COBIpetidon
Ib""'" WIlG apects the FCC to eatploy in im­
plementing the Telecom Ad.

It is becoming increasingly obvious to WRG that FCC
bas tacitly pinned its hopes for rapid natioDwide
local competitioD on AT&T and MCI's ability to
resell ("rebrand") local services. 1De FCC appears
to have shrewdly concluded that: 1) much of the local

WRG cautions mvestors that upcoming FCC rules
caulcl: eventually eliminate the CAPs' feplatorily­
fa¥ered niche, sq-.e the CAPs' cwreat sublid)'
......... spread on which tIleir CtII'N8t ...... IS
baled, slow their arowth poteDtW coasiderably,
impeck their facility investmeDt plus and diminish
~ potential acquisition =um tIicy may en~.
1"he CAPs affected are: (MFST) Intermedia
aax), Teleport (TCGI), Brooks Fiber, Intelcom
Croup (ICG) and any -pnvately-held CAPs intending
to go public.

l/JIc:omiRg FCC Rules NegtltlYe For CAPs: It is now
dear to WRG that the FCC's iDtenlormection rules
~ in early August will 1) have a Itronc tacit
.. toward resale over proaaotiac faciJities.:bued
C~OD; aod 2) allow loog distance carriers to buy
uabUIIdIcd local loop elcmcats and UMmbIe 1hem as a
C*IIPkte paqe without mtopay access
~; and 3} asswne access reform by
J-.ary 1997. (WIlG~ the F C to~
... pricing pttkltnes which in 1M end resuk in ef­
fe«tw avcrap ditcounts approximatl,.g 22 percent fOr
wholesale resale and roughly approximating 30-35
pert:ent for unbundled resale.)

_use the Telecoln Act is either~ or silent
c. these matters. these FCC decisieaS &ll into the
MIRY area" of FCC regulatory flexibility. Unfortu­
DIteIy for the CAPs these FCC deciIioas have unam­
biguous negative repercussions for the CAPs.

lAw Forces FCC to be~t: While the FCC
bas no desire to hurt the CAPs because the FCC for all
practical purposes "birthed and nursed" the CAP in­
dustry from infancy with protective regulations over
the years, the new regulatory reality created by the
Te1ccom Act requires the FCC to try to rapidly pro­
mote local competition nationally for residences and
businesses.
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